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Banking regulators and finance authorities in Mexico and the US have approved the controversial
merger of Mexican banking giant Grupo Financiero Banamex Accival (Banacci) and US financial
institution Citibank, a division of Citigroup. The two financial institutions announced their intention
to merge in May of this year (see SourceMex, 2001-05-23).
The transaction was first approved in Mexico on July 4, gaining the endorsement of the Secretaria
de Hacienda y Credito Publico (SHCP) and the anti-monopoly commission (Comision Federal de
Competencia, CFC). "After evaluating the consequences of the operation in the domestic market for
financial intermediaries, the CFC has concluded that, in the majority of the cases, the merger does
not imply any risk to maintaining a competitive atmosphere," the CFC said.
The CFC said its approval was contingent on the two institutions meeting three conditions by
the end of the year. The first condition requires the two institutions to merge their pension-fund
managers (Administradora de Fondos para el Retiro, AFORE), Citibank Mexico's Afore Garante
and Afore Banemex Aegon. Secondly, Banacci must sell its share of Internet company Servicios
Electronicos Globales. Finally, the CFC directed Citibank to withdraw from its partnership with
Grupo Financiero BBVA-Bancomer in the credit agency Credito Familiar.
The US Federal Reserve System's board of governors voted to approve the transaction on July 16.
The governors examined primarily the impact of the merger on US financial operations such as
Banamex USA Bancorp and the California Commerce Bank, which were to be transferred from
Banacci to Citigroup.

Mexican Congress criticizes quick approval
As expected, the merger drew strong criticism from the Mexican Congress and debtors groups, and
also some dissent among US legislators and nongovernmental organizations. Sen. Jesus Ortega of
the center-left Partido de la Revolucion Democratica (PRD) criticized the government for not taking
longer to examine the impact of the merger on the Mexican economy. Mexican regulators approved
the merger only 49 days after the US$12.5 billion transaction was announced and 34 days after the
formal application was presented to government authorities. "I am surprised how quickly the CFC
acted on this case, when other cases like the sale of [airline holding company] Cintra have taken two
years," said Ortega.
Sen. Ortega also criticized the SHCP and CFC for approving the transaction while the US Congress
was investigating the role of Citibank in international money- laundering operations. "That
information in and of itself was sufficient to halt, at least temporarily, the sale of Banamex to
Citigroup," said Ortega.
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Ortega's party, the PRD, has been among the most vocal critics of the transaction. But other
parties, including the long-governing Partido Revolucionario Institucional (PRI), Partido del
Trabajo (PT), and Convergencia Democratica (CD) have joined in the criticism. Still, legislators
acknowledged they are powerless to block the Banacci-Citibank merger because the transaction
is in compliance with all of Mexico's legal and financial statutes. "This is a legal operation, but in
all aspects immoral," said a statement from federal legislators Manuel Anorve Banos of the PRI,
Miroslava Garcia Suarez of the PRD, and Jose Manuel del Rio Virgen of the CD.
Legislators complained that the transaction places 80% of the Mexican banking sector under the
control of foreign interests. Spain-based financial institutions Banco Bilbao Vizcaya-Argentaria and
Banco Santander Central Hispano (BSCH) also own majority shares in major Mexican banks.
Some critics said the transaction would primarily benefit the three principal Banacci stockholders,
Roberto Hernandez, Alfredo Harp Helu, and Jose Aguilera, who would receive a large portion of the
US$12.5 billion that Citigroup is paying to acquire Banacci.
The US Federal Reserve also received its share of criticism for hastily approving the merger. "The
Fed was irresponsible today in expediting its approval of Citigroup's application," said Matthew
Lee, director of the New York community group Inner City Press/Community on the Move. "By
acquiring Banamex, Citigroup would expand its anti-consumer high-interest lending practices into
Mexico."

Merger has implications for Avantel telephone company
The transaction has implications beyond the simple merger of two financial institutions and their
operations. It will have a ripple effect on Mexico's telecommunications market, since Banacci has
been a major partner in the long-distance telephone company Avantel. By law, any long-distance
company must have at least 51% Mexican ownership. The transfer of Banacci to Citibank would
create a majority foreign ownership in the company.
The federal telecommunications regulator (Comision Federal de Telecomunicaciones, COFETEL)
has agreed to delay any action against Avantel until Banacci and Citigroup officials are able to
resolve the ownership question. COFETEL director Jorge Nicolin Fisher said Citigroup would have
to present a solution by September of this year. The merger also raised questions about the fate
of a collection of valuable Mexican art work and cultural properties that would be transferred to
Citigroup.
The collection includes works by such prominent artists as Frida Kahlo, Diego Rivera, Jose Clemente
Orozco, and David Alfaro Siqueiros. Among the properties transferred is the palace once owned
by Gen. Agustin de Iturbide, a prominent figure in the Mexican war for independence. "This
collection is one of the most important in all of Latin America," said Marcelo Ebrard, organizer
of the petition. "It may well surpass the collections held by the federal government in size and
scope. It is imperative that it remain in Mexico." Ebrard, a former federal legislator, gained a written
promise from Banacci officials and from Citigroup that none of the collection would be removed
from Mexican soil.
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Finally, the transaction also had some implications for US-Cuban relations. Cuban financial
institution Banco Internacional Financiero has conducted extensive business with Banamex for
several decades. But the sale of Banamex-Accival would mean that the Cuban bank would be doing
business with US-based institution Citigroup. On the day the transaction was completed, the Cuban
government announced it was suspending all transactions between Banco Internacional Financiero
and the Mexican bank.
Cuban banking officials had no comment on the matter, but a well-placed source in Havana said the
government took the action to evaluate its position, given that Cuba remains under a US embargo.
"As I understand it, normal operations are suspended for the moment until this situation is clear,"
the source told Reuters. (Sources: Dow Jones News Wires, 07/05/01; The News, 07/05/01, 07/06/01;
Proceso, 07/01/01, 07/08/01; Excelsior, 07/05/01, 07/06/01, 07/10/01; Associated Press, 07/05/01,
07/16/01; Reuters, 07/04/01, 07/06/01, 07/16/01, 07/18/01, 08/01/01; Notimex, 07/05/01, 07/09/01,
08/01/01, 08/02/01; CNI en Linea, 07/05/01, 08/01/01; El Universal, 07/05/01, 07/06/01, 07/11/01,
07/23/01, 08/01/01, 08/03/01; El Financiero, 08/03/01; La Jornada, 07/05/01, 07/06/01, 07/26/01,
08/03/01, 08/06/01; El Economista, 07/05/01, 07/10/01, 07/17/01, 08/06/01; Reforma, 07/06/01, 07/17/01,
08/01/01, 08/06/01; La Cronica de Hoy, 07/30/01, 08/03/01, 08/07/01; Novedades, 07/05/01, 07/06/01,
08/07/01)
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